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The trustee obtained a judgment for punitive damages against
debtor’s prepetition law firm and two individual attorneys.  One
of the individual attorneys sought indemnity from the law firm on
grounds that the evidence at trial was undisputed that he acted
in good faith and in the best interest of the firm.  Judge Frye
held it was not fair and reasonable to require the firm to
indemnify the lawyer where the jury had found that the lawyer
breached a fiduciary duty to the client and acted with malice and
with reckless disregard of the client’s rights. 

The law firm also sought indemnity against the lawyer, both
for interpleader funds which it must pay to the trustee and for
punitive damages which were awarded against it.  To be entitled
to indemnity, the firm was required to plead and prove (1) that
it had discharged a legal obligation owed the trustee; (2) that
the lawyer was also liable to the trustee; and (3) that between
the firm and the lawyer, the obligation ought to be discharged by
the lawyer.  Judge Frye held that the lawyer was not obligated to
the trustee for those damages which included proceeds of stock
which had been interpled in a state court action and had made no
claim against the interpleader funds.  Further, there was no
basis to order the lawyer to indemnify the firm for the monies in
the interpleader fund.   Additionally, because the jury awarded
punitive damages to the firm and the lawyer separately and in
different amount based upon the facts of the case and the court’s
instructions, the court would not require the lawyer, a 1%
sharehold in the firm, to indemnify the punitive damages the jury
had specifically awarded against the firm.
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See Summary re District Court action at P93-20(20).
See also P96-21(13) and P97-25(18).














